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PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA

DOCKETING DEPARTMENT

NOTICE OF FILING

DOCKET NO. 2009-I-K

CAROLINA POWER & LIGHT COMPANY d/b/a PROGRESS ENERGY CAROLINAS, INC.
—ANNUAL REVIEW OF BASE RATES FOR FUEL COSTS.

S.C. Code Ann. Section 58-27-865 (Supp. 2004) established a procedure for annual hearings to
allow the Commission and all interested parties to review the fuel purchasing practices and

policies of the Company and for the Commission to determine if any adjustment in the fuel cost
recovery mechanism is necessary and reasonable.

On May 7, 2009 Carolina Power & Light Company d/b/a Progress Energy Carolinas, Inc. ("the
Company" ) submitted testimony in support of a change in rates based solely on the cost of fuel

during the period March I, 2008 through February 28, 2009 and forecasted cost of fuel for the

period from March I, 2009 through June 30, 2010.

The Company has requested that the Commission reduce the base fuel factor established in

Docket No. 2008-I-E by .149 cents per kWh. The current base fuel factor is 3.151 cents per
kWh, and the reduction is the difference between the current factor and the requested factor of
3.002 cents per kWh.

For the Residential class, the Company requested that the Commission reduce the environmental

cost component by .079 cents per kWh. The current environmental cost component is .115 cents

per kWh, and the reduction is the difference between the current factor and the requested factor

of .036 cents per kWh. Additionally, the Company has requested that its residential base fuel

factor be increased by .025 cents per kWh to account for discounts of 5% that are provided to

residential customers served under Rider RECD-2B. The total reduction requested is .203 cents

per kWh, and the total reduction is the difference between the total current fuel cost factor of
3.266 cents per kWh and the requested total fuel cost factor of 3.063 cents per kWh.

For the General Service (non-demand) class, the Company requested that the Commission

reduce the environmental cost component by .094 cents per kWh. The current environmental

cost component is .125 cents per kWh, and the reduction is the difference between the current

factor and the requested factor of .031 cents per kWh. The total reduction requested is .243 cents

per kWh, and the total reduction is the difference between the total current fuel cost factor of
3.276 cents per kWh and the requested total fuel cost factor of 3.033 cents per kWh.

For the General Service (demand) class, the Company requested that the Commission reduce the

environmental cost component by 15 cents per kW. The current environmental cost component
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is 26 cents per kW, and the reduction is the difference between the current factor and the
requested factor of 11 cents per kW.

For the Lighting class, the Company requested that the Commission make no change to the
current environmental cost of .000 cents per kWh. The total reduction requested is .149 cents
per kWh, and the total reduction is the difference between the total current fuel cost factor of
3.1 51 cents per kWh and the requested total fuel cost factor of 3.002 cents per kWh.

Public Service Commission of SC
Attention: Docketing Department

PO Drawer 11649
Columbia, SC 29211

Date: May 7, 2009
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THK PUBLIC SERVICE COMMISSION OF
SOUTH CAROLINA

DOCKET NO. 2009-I-K

IN RE:
Annual Review of Base Rates for Fuel Costs

of Carolina Power and Light Company d/b/a

Progress Energy Carolinas, Incorporated
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)
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I, Len S. Anthony, hereby certify that the Testimonies of Dewey S. Roberts II and Bruce
P. Barkley on behalf of Progress Energy Carolinas, Inc. have been served on all paries of record
either by hand delivery, e-mail, or by depositing said copy in the United States mail, postage
prepaid, addressed as follows:

Shealy Boland Reibold
Office of Regulatory Staff
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Columbia, SC 29201

k.

Robert R. Smith, II
Moore k. Van Affen, PLLC
100 North Tyron St., Suite 4700
Charlotte, NC 28202
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Michael R. Lavanga
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100 North Tryon Street, Ste. 4700
Charlotte, NC 28202
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Garrett A. Stone
Brickfield, Burchette, Ritts k Stone, PC
1025 Thomas Jefferson St., NW
Eighth Floor, West Tower
Washington, DC 20007
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This 7 day of May, 2009.
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L S. Anthony
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PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
DOCKET NO. 2009-I-E

DIRECT TESTIMONY OF
PROGRESS ENERGY CAROLINAS, INC.

WITNESS DEWEY S.ROBERTS H

Q. Mr. Roberts will you please state your full name, occupation, and address?

2 A. My name is Dewey S. Roberts II (Sammy). I am employed by Progress Energy

3 Carolinas, Inc. (PEC) as Manager —Power System Operations in the Transmission

4 Operations and Planning Department. My business address is 3401 HiBsborough

5 St, Raleigh, North Carolina.

6 Q. Please summarize briefly your educational background and experience.

A. I graduated from North Carolina State University in 1987 with a B.S. Degree in

10

12

13

14

15

17

18

19

Electrical Engineering. I also obtained a Master of Science Degree in Electrical

Engineering from North Carolina State University in 1990 and a Master of Business

Administration Degree Rom North Carolina State University in 2004. I am a

member of the Institute of Electrical and Electronics Engineers (IEEE). I am also a

registered Professional Engineer in the state of North Carolina and I am recognized

as a Certified System Operator by the North American Electric Reliability

Corporation. I joined the Company in 1990 and have held several engineering and

management positions in Nuclear Engineering, Engineering and Technical

Services, System Operator Training, Portfolio Management, Transmission Services,

and Power System Operations. These positions include: Project Engineer, Manager

- Transmission Services, and Manager-Power System Operations. In November

2003, I assumed the position of Manager —Power System Operations in the Power
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System Operations Section of Progress Energy Carolinas, Inc. System Planning and

Operations Department. In my current position as Manager-Power System

Operations, I am responsible for managing the safe, reliable, economic, and

NERC/FERC and environmentally compliant operations for the Progress Energy

Carolinas' eastern and western balancing authority area power systems.

6 Q. What is the purpose of your testimony?

A. The purpose of my testimony is to review the operating performance of the

10

Company's nuclear, fossil, combined cycle, combustion turbine, and hydroelectric

generating facilities during the period of March I, 2008 through February 28, 2009

and demonstrate that PEC prudently operated its system for the period under

review.

12 Q. Describe the types of generating faciTities owned and operated by the

13

14 A.

15

16

Company.

The Company owns and operates a diverse mix of generating facilities consisting of

four (4) hydro plants, forty six (46) combustion turbines, three (3) combined cycle

units, nineteen (19) fossil steam generating units, and four (4) nuclear units.

17 Q. Why does the Company utilize such a diverse mix of generating facilities?

ts A. Each type of facility has different operating and installation costs and is generally

20

21

22

23

intended to meet a certain type of loading situation. In combination, the diversity of

the system, in conjunction with power purchases made when doing so is more cost-

effective than using a Company owned generating unit, allows the Company to

meet the continuously changing customer load pattern in a reasonable, cost-

effective manner. The combustion turbines, which have relatively low installation
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10

costs but higher operating costs, are intended to be operated infrequently, typically

only during times of peak electricity demand. They also provide resources that can

be started in a relatively short time for emergency situations. In contrast, the large

coal and nuclear steam generating plants have relatively high installation costs with

lower operating costs, and are intended to operate in a manner to meet the constant

level of demand on the system. Based on the load level that the Company is called

on to serve at any given point in time, the Company selects the combination of

facilities and power purchases which will produce electricity in the most

economical manner, giving due regard to reliability of service and safety. This total

cost optimization approach provides for overall minimization of the total cost of

providing service.

12 Q. Please elaborate on the intended use of each type of facility the Company uses

13

74 A.

15

16

17

18

39

20

21

22

23

to generate electricity.

As a general rule, peaking resources such as combustion turbines, are constructed

with the intention of running them very infrequently, i.e., only during peak or

emergency conditions. Combustion turbines are very effective in providing reserve

capacity because they can be started quickly in response to a sharp increase in

customer demand, without having to continuously operate the units. Intermediate

facilities are intended to operate in a load following manner with periodic startups.

They are best utilized to respond to the more predictable system load patterns

because the intermediate facilities take some time to bring on-line from a cold shut

down state. Additionally, these plants, located across the Company's service

territory, contribute to overall system reliability. The Company's intermediate
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facilities are predominately our natural gas fired combined cycle unit and older

coal-fired plants . They generally operate in a load following mode, being ramped

up and ramped down to meet system needs. Baseload facilities are intended snd

designed to operate on a near continuous basis with the exception of outages for

required maintenance, modifications, repairs, major overhauls, or for refueling in

the case of nuclear plants. The Company's four nuclear units, five Person County

coal units, and two Asheville Plant coal units constitute the Company's bsselosd

facilities.

9 Q. How much electricity was generated by each type of Company generating unit

10 in the 12 month period ending February 28, 2009?

A. For the twelve-month period ending February 28, 2009, the Company generated

12

13

14

15

60,692,459 megawatt hours of electricity. Nuclear plants generated 46.17%, fossil

plants generated 48.32%, combined cycle and combustion turbine units generated

4.79%, and hydroelectric units generated 0.71% of the total amount of electricity

generated.

16 Q. How does the Company ensure that it operates these types of generating

17 faciTities as economically as possible?

1 s A. The Company has a central Energy Control Center which monitors the electricity

19

20

21

22

23

demands within our service area. The Energy Control Center regulates and

dispatches available generating units in response to customer demand in a least cost

manner. Sophisticated computer control systems match the changing load with

available sources of power. Personnel at the Energy Control Center, in addition to

being in contact with the Company's generating plants, are also in communication
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with other utilities bordering our service territory. In the event a plant is suddenly

forced off-line, the interconnections with neighboring utilities help to ensure that

service to our customers wiff go uninterrupted. Additionally, the interconnections

allow us to purchase power from neighboring utilities with unloaded capacity so

that our customers will be served by the lowest cost power available through inter-

utility purchases.

7 Q. How does the Company determine when it needs to purchase power?

8 A.

10

12

13

The Company is constantly reviewing the power markets for purchase

opportunities. We buy when there is reliable power available that is less expensive

than the marginal cost of the Company's available resources. This review of the

power markets is done on an hourly, daily, weekly, monthly basis. Also, with

regard to long term resource planning, we always evaluate purchased power

opportunities against self build options.

Q. During the review period March I, 2000 through February 20, 2009, did the

15

16

Company prudently operate its generating system within the guidelines

discussed in regard to the three types of facilities?

A. Yes. Two different measures are utilized to evaluate the performance of generating

18

19

20

21

22

23

facilities. They are equivalent availability factor and capacity factor. Equivalent

availability factor refers to the percent of a given time a facility was available to

operate at full power if needed. Capacity factor measures the generation a facility

actually produces against the amount of generation that theoretically could be

produced in a given time period, based on its maximum dependable capacity.

Equivalent availability factor describes how well a facility was operated, even in
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10

12

13

14

15

16

17

18

20

cases where the unit was used in a load following application. Our combustion

turbines averaged 93.30% equivalent availability and a 4.46% capacity factor for

the twelve-month period ending February 28, 2009. These performance indicators

are consistent with the combustion turbine generation intended purpose. The

generation was almost always available for use, but operated minimally. Our

intermediate gas-fired combined cycle unit averaged 92.13% equivalent availability

and a 42.42% capacity factor for the twelve-month period ending February

28, 2009. Again, this level of operation is consistent with the facility's intended

purpose, that being a load following position after our intermediate fossil plants.

Our intermediate (or cycling) coal fired units, had an average equivalent availability

factor of 87.07% and a capacity factor of 53.47% for the twelve-month period

ending February 28, 2009. Again, these performance indicators are indicative of

good performance and management for intermediate, load following facilities. Our

fossil baseload units had an average equivalent availability of 90.44% and a

capacity factor of 69.13% for the twelve-month period ending February 28, 2009.

Thus, the fossil baseload units were also well managed and operated. For the

twelve-month period ending February 28, 2009, the Company's nuclear generation

system achieved an actual capacity factor of 91.88%. Excluding outage time

associated with reasonable outages, such as refueling, the nuclear generation

system's net capacity factor for this period rises to 101.9%. Therefore, pursuant to

21 S.C. Code Ann. 8 58-27-865(F), since the adjusted capacity factor exceeds 92.5%,

22

23

the Company is presumed to have made every reasonable effort to minimize the

cost associated with the operation of its nuclear generation.
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Qi How did the performance of the Company's nuclear system compare ta the

industry average?

3 A: As mentioned in the response to the previous question, during the period March I,

10

2008 through February 28, 2009, the Company's nuclear generation system

achieved an actual capacity factor of 91,88'/w In contrast, the NERC five-year

average capacity factor for 2003-2007 for all commercial nuclear generation in

North America was 88.23'/w The Company's nuclear system incurred a 3.07'/s

forced outage rate during the twelve-month period ending February 28, 2009

compared to the industry average of 3.89 /v. These performance indicators reflect

good nuclear performance and management for the review period.

11 Q. How did the Company's fossil units perform as compared to the industry?

12 A. Our entire fossil steam generation fleet operated well during the 12 months ending

13

14

15

17

ia

20

21

22

23

February 28, 2009, achieving an equivalent availability factor of 90.24'/o for this

period. This performance indicator exceeds the most recently published NERC

average equivalent availability for coal plants of 84.81'/w The NERC average

covers the period 2003-2007 and represents the performance of 894 coal-fired units.

Equivalent availability is a more meaningful measure of performance for coal

plants than capacity factor because the output of our fossil units varies significantly

depending on the level of system load. For the twelve-month period ending

February 28, 2009, our baseload fossil units, Asheville I and 2, Mayo Unit I, and

Roxboro Units I, 2, 3, and 4, operated at equivalent availabilities of 86.99'/w

88,76/w 95.40/w 85.33/w 90,15/w 89.02/w and 97.42/o respectively. Asheville I

and 2 have relatively lower equivalent availabilities due to scheduled boiler
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inspection and tube replacement outages during the spring and fall of 2008.

Roxboro 1 had a relatively lower equivalent availability due to a major turbine

outage and scrubber installation that occurred in the fall 2008.

As I mentioned earlier, the baseload coal units achieved an average equivalent

availability of 90.44%. These performance indicators compare well with the

industry weighted average equivalent availability factor of 84.33% for 173

similarly sized fossil units.

s Q. How did the Company's hydroelectric units perform during the review

period?

to A. The usage of the hydro facilities on the Company's system is limited by the

12

13

14

13

16

17

16

19

20

21

22

23

availability of water that can be released through the turbine generators. The

Company's hydro plants have very limited ponding capacity for water storage. The

Company operates the hydro plants to obtain the maximum generation from them;

but because of the small water storage capacity available, the hydro units have been

primarily utilized for peaking and regulating purposes. This operation maximizes

the economic benefit of the units. The hydroelectric units had an equivalent

availability of 98.05% and operated at a capacity factor of 21.76% for the twelve-

month period ending February 28, 2009. The 5 year industry average for

hydroelectric generation as published in NERC's most recent report reflects an

average equivalent availability of 86.98% and an average capacity factor of

41.52%. These performance indicators show that the Company managed the

hydroelectric facilities well, keeping them almost always available for economic

use when water was available.
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Q. Are you presenting any exhibits with your testimony?

3 A. Yes. Roberts Exhibit No. l is a graphic representation of the Company's generation

3 system operation for the twelve-month period ending February 28, 2009.

4 Q. Did the Company prudently operate and dispatch its generation resources

5 during the period March 1, 2008 through February 28, 2009 in order to

6 minimize its fuel costs?

? A. Yes.

s Q. Does this conclude your testimony?

9 A. Yes.

10

STAREG398
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Comparison of Progress Energy Carolinas
Installed Generating Capacity

to Actual Generation Mix
March 1, 2008 through February 28, 2009
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PUBLIC SERVICE COMMISSION OF SOUTH CAROLINA
DOCKET NO. 2009-I-K

DIRECT TESTIMONY OF PROGRESS ENERGY CAROLINAS, INC.

WITNESS BRUCE P. BARKLEY

Q. Please state your name, address, and position.

2 A. My name is Bruce P. Barkley and my business address is 410 S. Wilmington Street,

Raleigh, North Carolina. My position is Manager —Fuel Forecasting and Regulatory

Support for Progress Energy Carolinas, Inc. ("PEC"or "Company" )

s Q. Please describe your educational background and professional experience.

A. I obtained a Bachelor of Science Degree in Business Administration with a

10

concentration in Accounting from the University of North Carolina at Chapel Hill

in 1984 and an MBA Degree from Wake Forest University in 1999. I obtained my

CPA license in 1987. I joined Progress Energy in the Regulatory Services Section

in 2001 and transferred to my current position in the Fuels Department in 2005. I

am responsible for fuel forecasting, fuel reporting and associated regulatory

12 matters.

Q. Have you previously presented testimony regarding fuel clauses?

A. Yes, I have testified in PEC's 2003-2008 fuel cost proceedings before the Public

15

16

Service Commission of South Carolina ("PSC") and in numerous fuel cases before

the North Carolina Utilities Commission.

Q. What is the purpose of your testimony?

is A. The purpose of my testimony is to:

19

20

21

~ Describe PEC's fuel procurement practices and costs for the historical

period under review in this proceeding, March 2008 through February 2009

and support the reasonableness of these costs.
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I ~ Present projected fuel costs for the period March 2009 through June 2010.

2 ~ Recommend fuel factors to be effective July l, 2009.

3 My testimony will include a review of historical and projected environmental costs

4 and a recommended rate for recovery of these costs. The environmental portion of

5 the fuel rate includes the cost of ammonia and limestone used in the process of

6 reducing sulfur dioxide (SO2) and nitrous oxide (NOx) emissions and the cost of

7 SO2 and NOx emission allowances. I will provide thirteen exhibits to support my

s testimony.

9 Q. Please describe the Company's coal procurement practices.

to A. PEC continues to follow the same procurement practices that it has historically

11 followed. These practices include determining and continuous monitoring of fuel

12 consumption and inventory requirements; maintaining a list of qualified suppliers;

13 conducting formal requests for proposals on a staggered basis; prudently combining

14 market purchases and long term contracts and monitoring supplier and rail

performance. A summary of these practices is shown on Barkley Exhibit No. 13.

16 Q. Please summarize key fuel cost and inventory information for the review

17 period.

is A. Barkley Exhibit No. l summarizes PEC's fossil fuel costs for the review period,

19

20

21

22

23

including quantities purchased and consumed and the beginning and ending

inventory levels. The price of delivered coal increased by $16.23 per ton, (22%),

as compared to the prior review period, to approximately $89/ton. I will address

changes in the price of coal later in my testimony. The inventory levels maintained

by PEC for both coal and oil ensured that an adequate supply of these fuels was
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1 available to meet customer needs during the review period at a reasonable cost.

2 The price of natural gas also increased during the current review period by

3 $1.10/mmbtu, (12%).

4 Q. Please describe the state of the coal market during the historical review

period.

6 A. Barkley Exhibit No. 2 illustrates the movement of coal prices since 2005, most

10

12

13

14

13

16

17

lg

19

20

21

22

23

notably the significant volatility of prices experienced during 2008. During the

first half of 2008, market prices for non-compliance Central Appalachia (CAPP)

coal delivered via the Norfolk & Southern (NS) railway increased from $60 per ton

to more than $150 per ton. Similar increases were experienced for all types of coal

from the CAPP region. This unprecedented surge in coal prices was driven by

many factors. The primary cause was the huge demand for coal-fired electricity in

China, India and other developing nations. As discussed in my testimony in

Docket No. 2008-1-E, some specific situations hastened the rise in prices

experienced during the first half of 2008. These situations included a self-imposed

moratorium on coal exports by China as extreme winter weather combined with

growing demand led to electrical shortages there. Australia experienced severe

flooding which hampered mining and shipping delays. South Africa experienced

mining problems due to electrical shortages. Russian exports were interrupted by

rail car shortages and political disputes. These events increased the demand for

South American and US coal in the European market. The devaluation of the US

dollar also made US coal attractive in Europe. Finally, the fact that coal, even at

the elevated prices experienced, was less expensive than natural gas or oil

Page 3 of 14



1 alternatives on a BTU basis further supported an increase in US coal exports and

2 higher coal prices.

3 Prices moved dramatically lower during the second half of 2008 and into 2009 for

4 both coal and natural gas as a result of falling demand caused by the deteriorating

5 worldwide economy. Coal prices moved from the $150 per ton range down to the

6 $50 per ton range and natural gas declined from a high of approximately

7 $13/mmbtu during the summer of 2008 down to below $4/mmbtu currently.

s Q. What are PEC's expectations for the forecasted ending June 30, 2010?

9 A. As shown on my Exhibit No. 2, the market price of coal is expected to increase

10 during the forecasted period. Demand is expected to increase as the economy

begins to recover and the challenges faced by coal mining companies to maintain or

12 expand supply coal continue. Factors impacting coal supply include shortage of

13 labor, dificult permitting requirements for new mines and increased costs

14

13

associated with miner safety and environmental regulations. PEC projects that its

cost of coal for the forecasted period will be approximately $67 per ton during the

16 forecasted period, relatively consistent with the approximately $63 per ton

17 experienced during the review period. Most of PEC's coal continues to be received

lg under contracts ranging from one to three years in duration.

19 Q. Please provide an update on PEC's ability to burn higher sulfur coal.

20 A. PEC has installed scrubbers at its Asheville, Roxboro and Mayo plants and has the

21

22

23

capability to bum higher sulfur coal for approximately 75% of its annual

requirement. Scrubbers are pollution control devices that utilize limestone to reduce

the emission of SO2. As with the procurement of any product, the increased

Page 4 of 14



10

12

13

14

16

flexibility in coal selection will likely provide benefits as PEC seeks future

supplies. However, the cost advantage that previously existed on a delivered basis

for high sulfur coals from Northern Appalachia and the Illinois Basin has eroded as

a result of greater demand for these coals and its associated increased railroad

transportation costs. PEC will continue to monitor and assess the relative costs of

higher and lower sulfur coals, their BTU content, and transportation costs and

select the most cost effective mix of coals available to meet its fuel needs while

also considering the costs of the reagents necessary to operate scrubbers in order to

meet environmental requirements. At this time, the most economical coal for PEC's

units with installed scrubbers is sourced &om the CAPP region and contains

approximately 2.5 pounds of SO2/mmbtu. Low sulfur compliance coal which

previously represented approximately one-third of PEC's annual consumption will

no longer be required at the units with installed scrubbers. For the units that do not

currently have scrubbers installed, the most economical coal is also sourced from

the CAPP region and contains an average sulfur content of approximately 2.0

pounds of SO2/mmbtu.

12 Q. How does the Company make its coal selection decisions?

tg A. Evaluations of PEC's long-term and short-term coal needs are made from the

tc

20

21

22

standpoint of obtaining a reliable supply of coal at the lowest total cost. Items

considered include coal price, coal quality, transportation cost, operating costs such

as the limestone and ammonia needed to operate pollution control devices,

maintenance costs, emission allowance costs and any associated capital costs.
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1 PEC uses a wide variety of procurement options through its supplier bidding

2 process in order to obtain the best-priced coal for its generating fleet.

Q. Please describe PEC's policies associated with long term coal contracting.

4 A. PEC hedges its coal costs by entering into long term contracts at fixed prices for a

6 significant portion of its projected coal needs. Any additional coal requirements

6 are purchased on the spot market as needed to maintain inventories. PEC staggers

7 contract expiration dates so that a portion of the contracts expires each year and is

s replaced with new contracts of corresponding duration, similar to the investing

9 strategy known as dollar cost averaging. PEC targets a minimum of 85% of its

10 projected needs for the current year to be under contract. The minimum amount

under contract targets are 60%, 40%, 20% and 5% for years 2-5. Contracts beyond

12 five years may be pursued if appropriate terms and conditions can be established.

13 This structure of tiered contracts provides a reasonable degree of cost stability and

14 allows the Company to respond appropriately to market trends, either upward or

15 downward. PEC has entered contracts for over 99% of its coal requirements for the

16 forecasted period ending June 30, 2010. These contracts will enhance the

17 reliability of coal supply over the forecasted period and reduce price volatility.

1S Q. How is coal transported to PEC?

19 A. Coal is generally transported by rail using either the CSX railway or the NS

20

21

22

23

railway. PEC receives a limited amount of coal by truck at Asheville and has

received foreign coal by barge at the Sutton Plant located near Wilmington, NC.

The Roxboro and Mayo plants, PEC's largest coal plants, and the Asheville plant

are served solely by NS. The Robinson, Weatherspoon, and Sutton Plants are
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served solely by CSX. The Lee and Cape Fear Plants can be served by either CSX

or NS. To minimize transportation costs, PEC negotiates the most advantageous

rates reasonably possible. PEC, through a consortium of shippers, participates in

proceedings before the Federal Surface Transportation Board in an attempt to lower

its rail costs. PEC's use of water and truck transportation demonstrates its

commitment to diversification of coal transportation.

Q. What changes are expected for transportation costs during the forecasted

period?

9 A. PEC projects a decrease in freight costs from approximately $26 per ton

lo

12

13

14

16

17

18

19

experienced during the review period to approximately $23 per ton in the

forecasted period. The decrease is primarily based on significantly reduced fuel

swcharges which are linked to the price of crude oil. Railroad companies are able

to pass along increases in their fuel costs based upon the price of crude oil which

currently stands at approximately $50 per barrel as opposed to prices that reached

up to $147 per barrel during 2008. PEC signed a new contract with CSX during

2008 that impacted roughly one-half of the review period and which will be fully in

effect for the forecasted period. CSX currently delivers approximately 159'o of

PEC's coal requirements. The new CSX contract is at higher rates than the prior

contract, but the reduced fuel surcharges for both NS and CSX offset this increase.

2o Q. What steps has PKC taken to reduce coal costs in light of the significant

21 increase in market prices experienced over the past two years?

22 A. As outlined in Barkley Exhibit No. 13, PEC carefully monitors supplier and freight

23 performance to ensure compliance with established contracts. As mentioned
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earlier, PEC continuously evaluates the market for higher and lower sulfur coals,

maintaining maximum supply flexibility and the opportunity for potential cost

savings. PEC will also continue to adhere to its disciplined strategy of procuring

most of its coal under contractual arrangements of varying lengths and vintages.

Please describe your procurement practices for natural gas.

6 A. PEC follows a process that is very similar to that discussed earlier for coal.

10

12

13

14

Production costing models are used to project future demands. Based on the

projections, solicitations are made, bids received, and contracts are established to

cover a minimum of 75% of the projected requirement for the coming year and

60% of firm needs for a period of up to five years. Long term contracts are

established and maintained for gas transportation. Commodity contracts are

established on terms of up to five years. Typically, commodity contracts are

established on the basis of recognized industry price indices. On a short term basis,

additional purchases on the spot market are made as needed.

Q. Please describe the state of the natural gas market and PEC's expectations for

16 the forecasted period?

A. Natural gas market prices are shown on Barkley Exhibit No. 3. During the first

18

19

20

21

22

23

half of 2008, natural gas prices reached extremely high levels in response to crude

oil prices which set records of approximately $147 per barrel, strong demand for

natural gas worldwide and decreased levels of domestic storage as compared to

historical highs experienced in 2007. The availability of liquefied natural gas

(LNG) did not dampen prices as strong economic growth in developing nations,

cold weather in Europe and nuclear outages in Japan contributed to strong
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'I Q

worldwide demand for LNG. As with coal, natural gas market prices have declined

dramatically over the past nine months in light of the poor global economic

conditions. Including hedges and excluding fixed costs, PEC's forecasted

delivered cost of natural gas for the year ending June 30, 2010 is $7.44/mmbtu

which is approximately $2/mmbtu lower than costs incurred during the review

period.

Please discuss PEC's hedging practices for coal and natural gas.

s A. The most significant hedging practice that PEC employs is the fuel diversity of its

10

12

13

14

l6

17

18 Q.

generation resources as discussed by PEC Witness Roberts. PEC continues to

purchase coal primarily through long term contracts at fixed prices. PEC began

executing fixed price contracts for a portion of its natural gas requirements in 2005

in response to increased natural gas consumption and the volatility of natural gas

market prices. Most of PEC*s gas hedges for the review and forecasted periods

utilize financial fixed price contracts to reduce price volatility and provide

improved rate stability for customers. PEC's target for natural gas price assurance

is a range of 50% to 80% of estimated consumption for the current year. Ranges

decrease progressively in succeeding years.

Does PEC purchase power and how are these costs recorded?

19 A. Yes. As explained by PEC witness Roberts, PEC continually evaluates purchasing

20

21

22

23

power if it can be reliably procured and delivered at a price that is less than the

variable cost of PEC's generation. In accordance with S.C. Code Ann. $ 58-27-

865(A), PEC includes the lower of the purchase price or PEC's avoided variable

cost for generating an equivalent amount of power for its economy purchases.
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Additionally, PEC purchases power from certain vendors that is treated as a firm

generation capacity purchase. In accordance with the statute, all of these costs are

recorded as recoverable fuel costs with the exception of capacity charges.

Q. Please explain Barkley Exhibit No. 4

3 A. Bsrkley Exhibit No. 4 is a summary of PEC's actual system fuel cost and kilowatt-

10 Q.

hour sales experienced during the period March 2008 through February 2009.

Total system fuel costs were $1,565,495,538 and the total sales were

54,046,280,326 kilowatt-hours (kWh) for an annual average of 2.897 cents per

kWh.

How did the fuel revenue billings compare to the actual fuel costs incurred

during the historical period March 2008 through February 2009?

12 A. Barkley Exhibit No. 5 is a monthly comparison of fuel revenues billed to South

13

14

13

Carolina retail customers to the actual fuel costs attributable to those sales. During

the review period, PEC's under-recovery of fuel costs decreased from $14.5 mifiion

to $10.3 million.

18 Q. Please explain Barkley Exhibit No. 6.

A. Barkley Exhibit No. 6 presents PEC's recommended fuel rate of 3.002 p/kWh for

18

20

21

22

23

the 12-month period July 2009 through June 2010, consisting of a component for

recovery of projected fuel expense of 2.9234/kWh and a component to collect the

projected under-recovery at June 30, 2009 of .0794/kWh. The projected under-

recovery at June 30, 2009 is $5.4 million.

The fuel forecast supporting the projected fuel cost was generated by an hourly

dispatch model that considers the latest forecasted fuel prices, outages at the
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generating plants based on planned maintenance and refueling schedules, forced

outages based on historical trends, generating unit performance parameters and

expected market conditions associated with power purchase and off-system sales

opportunities.

5 Q. Please explain Barkley Exhibit No. 7.

6 A. Barkley Exhibit No. 7 provides projected costs and revenues, by month, for the

10

12 Q.

13

period March 2009 through June 2010. The exhibit continues the use of the

currently approved fuel factor of 3.15 III/kWh through June 2009 and includes

PEC's recommended factor of 3.002 8/kWh for the period July 2009 through June

2010. PEC*s proposed fuel factor practically eliminates the deferred fuel balance as

of June 30, 2010

Please provide a status update of environmental cost collection and explain

how these costs have been treated ia this filing.

14 A. ln 2007, the General Assembly passed legislation that allows utilities to recover the

15

16

17

IS

19

20

21

22 Q.

costs of ammonia, lime, limestone, wea, dibasic acid, catalysts and emission

allowance through an annual environmental cost rider. Environmental costs

allocated to the SC retail jurisdiction during the review period were approximately

$2.6 million as shown on Barkley Exhibit No. 8. As also shown on Barkley

Exhibit No. 8, the deferred account balance for environmental costs changed from a

$1.2 million undercollection at the beginning of the review period to an

overcollection of approximately $381,000 at February 28, 2009.

Have you provided a forecast of environmental costs?
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A. Yes. Barkley Exhibit No. 10 provides PEC's estimate of environmental costs for

10 Q.

the period from March 2009 through June 2010. The forecasted environmental

expenses for the year ending June 30, 2010 are $23.8 million. The SC retail

portion is forecasted to be approximately $2.9 million which is slightly higher than

the amount experienced during the review period. PEC currently estimates that its

environmental cost overcollection will approximate $1 million at June 30, 2009.

As shown on Exhibit No. 10, PEC proposes to return this amount to customers

during the period from July 2009 through June 2010 and thereby eliminate the

deferred account balance as of June 30, 2010.

How did PKC allocate environmental costs?

A. Costs are allocated consistently with the Commission's Order in PEC's 2008 fuel

12

13

14

15

16

17

18

19

review proceeding, Docket No. 2008-1-E. Costs were allocated to Residential,

General Service (non-demand), General Service (demand) and Lighting based upon

the coincident peak experienced during the review period. This allocation is shown

on Barkley Exhibit No. 9. Rates were designed based on costs allocated to the

respective classes and the projected energy consumption for the residential, general

service (non-demand) and lighting schedules. The rate for general service

(demand) class was based on projected annual demand in a manner consistent with

the methodology approved in 2008.

2o Q. Have you presented PKC's proposed fuel factors?

A. Yes. Barkley Exhibit No, 11 presents proposed fuel rates including an amount

22 added to account for the 5% discount provided to residential customers under
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PEC's approved Residential Service Energy Conservation Discount Rider RECD-

2B.

3 Q. Why does PEC propose inclusion of the effects of Rider RECD-ZB in this

proceeding?

3 A. The method historically used by PEC to compare fuel costs with fuel revenue as

10

12

13

14

presented on Barkley Exhibit No. 5 assumes all customers pay the full fuel factor

for each kWh consumed. But this is not the case for customers enjoying the 5%

discount. As a result, this methodology overstates PEC's fuel revenues and

understates the amounts owed to PEC by its customers. PEC should not reflect fuel

revenue collections for 100% of its fuel billings while simultaneously providing a

5% discount on the total bill as required by Rider RECD-2B. As shown on Barkley

Exhibit No. 12, this discount impacts approximately 17% of PEC's SC residential

consumption. Beginning July 1, 2009, PEC proposes to reflect monthly fuel

revenues excluding the 5% discount.

is Q. Why is PKC proposing this change in this proceeding?

te A. While PEC has been aware of the impact of Rider RECD-2B for several years, the

17

18

2o Q.

21

financial impact has only recently become material as PEC's fuel factor has

significantly increased. Thus, PEC has determined that it is now appropriate to

address this under collection problem. PEC seeks prospective approval only.

Were PEC's fuel and environmental costs prudently incurred during the

review period?

22 A. Yes. PEC's fuel and environmental costs were prudently incurred and accurately

23 recorded and are fully recoverable pursuant to the South Carolina law. As
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1 discussed by PEC witness Roberts, PEC prudently operated its generation resources

2 during the period under review in order to minimize its fuel costs and purchased

3 power when doing so was cost effective.

4 Q. Does that complete your testimony?

5 A. Yes, it does.
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Barkley Exhibit No. 1
Docket No. 2009-1-E

PROGRESS ENERGY CAROLINAS, INC.
FUEL CONSUMED, PURCHASED AND INVENTORIED
FOR THE T$VELVE MONTHS ENDED FEBRUARY 28, 2009

COAL
Consumed

TOllS

12,040,669
I/Ton

$86.00

Coal Purchased

Freight Purchased

Total Purchased

12,609,420

12,609,420

12,609,420

$62.80

$26.10

$88.90

$/mmbtu consumed $3.51

OIL
Consumed

Gallons

13,462,545
I/Gallon

$2.15

Purchased 12,929,955 $2.23

$/mmbtu consumed $15.78

NATURAL GAS
Consumed

Purchased

mmbtu

25,249,609

25,253,930

I/mmbtu

$10.61

$10.59

INVENTORIES AS OF FEBRUARY 29/28

Coal (tons)

Oil (gallons)

Natural Gas (mmbtu)

2008
Units

1,629,562

43,032,441

141,259

2008
I/Unit
$73.92

2009
Units

2, 198,314

2009
I/Unit
$93.73

$1.72 42,052,346 $1.73

$8.46 145,580 $5.00
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PROGRESS ENERGY CAROLINAS INC

SYSTEM FUEL COST
SOUTH CAROI. INA RETAIL FUEL CASE - D k t N 2009-I-E

TWELVE MONTHS ENDED FEBRUARY 2000

M -08 ~A.DI ~km -08 J 0-08 J 1-08

(I) Co I

(2) 0 I- St

(3) Ol-Tahoe
(4) 0 -St
(5) Oas-7 0
(6) T I I FossB

(7) N I F I

(8) P hosed P

$74,314,784 19
1,113,284 79

307,814 58
0 00

11 864 583 34
87,600,466 90

8,694, 181 06

5,420, 878 77

$79,814 243 76
569,256 02
148,530 14

0 00
3,816,895 81

84,348,925 73

7,747,519 19

7,254,325 23

$64,627,218 70
I 571,000 32

491,084 92
0 00

5 257,813 44
71,947, 117 38

10,929,050 91

10,890,520 55

$92,545,746 40
874,353 86
910,438 62

0 00
52, 158,519 62

146,489,058 50

10,58), t03 15

31,662,270 31

$97,709,653 29
730,638 24
121,733 31

0 00
31 462 421 26

130,024,446 10

10,948,392 60

8,751,323 52

$97.827.458 58
809,738 04
44, 194 41

0 00
38 761 620 0

137,842,011 05

9,856,493 64

43,1116,366 43

(9) ORSJ I S I ~ll 37S 917 89 ~17,040,592 90 ~7865,93615 ~13,129,494 89 ~12 765 657 28 ~(12,787,976 12

(10) T I IF *I Costs

(U) Total kWh S I

(12) C t 9 SWh

4,032,680,067

$0 02240

3,944,214,682

$0 02087

4,066,333,611

$002U2

4,801,980,286

$0 03657

4,973,648,101

$0 03156

5,227,989,878

$0 03419

$90,336,608 84 $82,310,177 25 $85,900,752 70 $175,602,937 D7 $156,958,504 94 $178,726,895 00
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0 00
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$72 941 112 54
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1,303,204 01

0 00
20, 186,725 47

105,7 6,279 71

9,705,91099

95,978,509 04

8,254,594 19

28,747,293 15 21,890,619 95

$89,046,396 04
752,885 34

3,319,114 73
0 00

26 589,064 90
119,707,461 01

7, 164,792 21

31,355,585 07

(21) OR-Sy \ S lm ~9,406 909 71) ~4529 595 21 ~5,450,584 56

$94,934,069 60
1,413,933 09
3,019,052 70

0 00
17,847,604 10

117,214,659 49

10,991,938 21

11,849,620 42

15 846 801 24

$107,606,883 41
754,414 19

4,015,473 62
0 00

21 369 772 58
133,746,543 80

U, 142,020 42

15,500,634 37

$83,684, 178 70
919,544 87

2,470,875 82

0 00
14,744,379 98

$1.035,473, 161 36
12,253,890 12
16,734,386 27

0 00
267 983,019 73

101,818,979 37 1,332,444,458 08

9,906,625 47 115 922 622 05

10,160,807 66 247,300,245 43

(22)T I IF IC

(23) Tot I kWh 8 lm

(24)C Ipe kWh

4,922,971,918

$0 D273 8

4,040,812,569

$0 03009

4 165 354 776

$0 03668

4,360,907,069
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4,664,23D,D73
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Barkley Exhibit No. 5
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Barkley Exhibit No. 6
Docket No. 2009-1-E

PROGRESS ENERGY CARGLINAS INC.

SOUTH CAROLINA RETAIL FUEL CASE - DOCKET 2009-I-E
CALCULATION OF BASE FUEL COMPONENT

For the Year Ending June 30, 2010

1.projected Fuel Expense &om July 2009 through June 2010

Cost of Fuel $1,638, 187,897

System Sales

Average Cost Per kWh

56,052,487 Mwhs

2.923 cents / kWh

2. Revenue Difference To be Collected from July 2009 through June 2010

Under-Recovery at June 30, 2009

Projected S.C. Retail Sales

Average Cost Per kWh

$5,434,537

6,839,341 Mwhs

0.079 cents/kWh

3. Base Fuel Cost Per KWH - Projected Period

Average Fuel Cost

Revenue Difference

2.923 cents/kWh

0.079 cents/kWh

Base Fuel Component 3.002 cents/kWh



PROGRESS ENERGY CAROLINAS INC

Companson of Estimated Fuel Revenues and Expenses
SOUTH CAROI INA RETAIL FUEL CAsE-D ku N 2009 I E

M -09

(U E I t dSCR t IS I (kWh)

(2) F ~ t d F *I C t($/KWHI

(3) 9 I B IS/KWHI

(5) Re 8 RM

(6) 0 (U 6 )Re

524.541506

0 03047

0 03151

$15,982,774

$16,5211 297

S545,523

(7) C I t 0 (U 4 )-R m ($9 801,566)

Ap e9

509,505543

0 02570

0 03151

$13,094,287

$16 054,513

$2,960,226

($6 S41,340)

M y-09

520573,648

0 02909

0 03151

$15 137,669

$16,396,974

$1,259,305

($5,582,035)

J e9

589,990,972

0 03126

0 03151

$18,443,HB

$18,590,616

$147,498

($5,434,537)

1 I.ta

637,415,392

0 03475

0 03002

$22, 150 185

3 19,135,2 10

($3,014,975)

($8,449,512)

A $.09

673,U4991

0 03228

0 03002

$21,7211,152

$20,206,912

($1521,240)

($9,970,752)

Ou-09

611,838,266 540,238,217

0 O'MS9

0 03002

$16 452,331

0 02582

0 03002

$13,948,951

$)$,367,385 $16,217,951

S I 515 054 $2,269,MO

($8,055,698) ($5,786,698)

(8) Eet tMSCR I IS I (kWh)

(9) E u JMF elc t($/KNHI

Uo) F I 8 IS/KWHI

(U) R *Rm

(12) R 8BM

(13) 0 IU d )R 0'

N -09

492,867.550

0 02630

0 03002

312,962 417

$14,795,884

$1 833 467

(14) C I t Ow Rl d ).R U ($3,953,23U

D~p

548,689,530

0 02840

0 03IN2

$15 582,783

316,471,660

$88$,817

(33,064,354)

J -10

620,630254

0 02808

0 03002

$17 427,298

$18,631,320

$1,204,022

($1,860,332)

Fi 10

554,592,012

0 02774

0 03002

$15,384,382

$16,648,852

31264,470

($595 862)

M .10

528, 169,836

0 02979

0 03002

$15,734, 17'I

$15,855,65S

$121,479

($474,383)

Ap -10

513,126,392

0 02760

0 03002

$14,162,288

$15 404,054

$1,241,766

$761,383

huy. le

523,874267

0 03031

0 03002

$15,878,629
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594 784,U 2
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Barkley Exhibit No. 8
Docket No. 2009-1-E
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PROGRESS ENERGY CAROLINAS INC
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PROGRESS ENERGY CAROLINAS INC

Companson of Estimated Environmental Fuel Revenues and Expenses
SOUTH CAROLINA RETAILFUELCASE. D 8 N 20te. l.s

Ap O9 M y-09 I Io9 A 6419 S p.09 Ons9
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PROGRESS ENERGY CAROLINAS INC

SOUTH CAROLINA RETAIL FUEL CASE - DOCKET 2009-I-E
CALCULATION OF TOTAL F'UEL COMPONENT

For the Year Ending June 30, 2010

Line Class

Base Fuel Cost Component

(from Exhibit No. 6)

Cents / KWH

Env Cost Component Total Fuel Increase

(I) Residential

(2) General Service (non-demand)

(3) General Service (demand)

(4) Lighting

3 002

3.002

3.002

3.002

0.036

0.031

0.000 [I]

0.000

3.038

3.033

3.002

3.002

3.063 [2]

3 033

3.002

3 002

[I] The environmental rate for these customers is 11 cents per kW as shown on Exhibit No. 9.

[2] RECD factor is .83% and is calculated on Exhibit No. 12.
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Barkley Exhibit No. 12
Docket No. 2009-1-E

PROGRESS ENERGY CAROLINAS INC.
SOUTH CAROLINA RETAIL FUEL CASE - Docket No. 2009-I-E

Revenue Adjustment Factors

Residential Ad'ustment Factor

I Billed kWh (12ME 3/31/09)

2 Billed RECD kWh (12ME 3/31/09)

3 RECD kWh Percent of Total Billed

4 RECD Discount

5 RECD Impact (Weighted Discount)

Per Books

Per Books

Line 2 / Line I

RECD Discount

Line 3 x Line 4

2,208,637,371

366,880,259 (a)

16 6112%

5.0000% (b)

0.8306%

No/ear

(a) Energy billed and discounted pursuant to Residential Energy Conservation Discount, Rider RECD-2B.

(b) Five-percent discount provided under Residential Fnergy Conservation Discount, Rider RECD-2B.



Barkley Exhibit No. 13
Docket No. 2009- NE

Page l of 2

Progress Energy Carolina's Coal Procurement Practices

l. Estimate Fuel Re uirements. Fuel requirements are estimated annually

using a long-term forecasting simulation model and monthly using a short-

term simulation model. Both simulation models factor in load forecasts,

system planning and capacity factors for all generating plants.

2. Establish Invento Re uirements. PEC uses historic inventory patterns

to determine current inventory levels. Currently, we keep coal inventories

between 40 —45 days, depending on the season of the year.

3. Monitor On oin Fuel Re uirements. On an ongoing basis, there is a

review and evaluation of current inventory levels, supplier performance

and forecasted short-term requirements and commitments to determine

additional fuel requirements.

4. Develo uglified Su lier List. A list of qualified suppliers is

maintained throughout the year and, to the extent possible, capabilities of

suppliers are evaluated including current performance, reserves, coal

quality, railroad origination, condition of supplier and loading capabilities.

5. ~i. I « . f s hi '
i «e

qualified suppliers for spot and/or longer term coaL PEC seeks staggered

expiration terms to reduce the impact of market volatility on customer

rates.

Bid Evaluation Contracts are awarded sacr a thorough evaluation

process including an economic evaluation, financial and credit review of



Barkley Exhibit No. 13
Docket No. 2009-) -E

Page 2 of 2
the supplier, performance evaluation, coal quality conformance with plant

requirements, supplier quality controls, test burns (if necessary) and

compliance with federal environmental regulations.

7. ~ P h . T pl SI I. k -« ff

are solicited as needed and purchases made in accordance to needs. These

purchases may be limited to a single train.

8. Monitorin of Purchases. Purchases are administered, monitored and

expedited as needed to ensure compliance with contractual terms.

c . Thc rr v. s* k

weigh all coal shipped under the agreements using independent third party

labs (ASTM Standards) and certified scales. Three to four samples are

typical with one sample being a referee sample should a dispute arise.

Sample analyses are used for contractual quality pricing adjustments.

Weighing is done at the mine using certified scales and, if no scales are

certified at the mine, certified railroad scales are used.


